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A summit of the Southern Cone Common Market (MERCOSUR) presidents was postponed until
late February while Brazil's President Fernando Henrique Cardoso held bilateral meetings with his
counterparts to examine the effects of Brazil's economic crisis on MERCOSUR. The trading bloc
comprising Argentina, Brazil, Paraguay, and Uruguay, with Bolivia and Chile as associate members
has become the world's third-largest, behind the European Union (EU) and the North American
Free Trade Agreement (NAFTA).
Trade in the region has grown fivefold since 1991 to about US$20 billion a year. Argentina sells 50%
of its exports to Brazil, Paraguay 40%, and Uruguay 35%. They fear a flood of Brazilian imports that
would devastate their leading productive sectors. Brazil's MERCOSUR partners face having to sell
more expensive products to a deeply recessionary economy.
Already, exports have fallen off and Brazilian imports have surged. Despite the potential harm to the
partners, Brazilian business representatives said the real's devaluation could boost Brazil's exports
to other MERCOSUR countries by 15% and its 1998 trade deficit with MERCOSUR partners of US
$410 million could turn into a US$710 million surplus.

MERCOSUR survival questioned
The Brazilian crisis has raised questions about whether MERCOSUR can survive. MERCOSUR
has so far failed to present a unified front in response to the crisis, say analysts in Montevideo,
MERCOSUR's administrative capital. "With the death of the Plan Real, Brazil changed the rules
of the MERCOSUR game internally, by threatening the fate of its partners," and externally, by
demonstrating that this is not a real common market, said former Uruguayan foreign minister
Alvaro Ramos.
The meeting of the MERCOSUR executive body (Grupo Mercado Comun, GMC), scheduled for Feb.
5, was put off while Cardoso met separately with the other MERCOSUR presidents. The GMC will
meet in March and the summit has been rescheduled for Feb. 21 in Rio de Janeiro. Brazil's Minister
of Development, Industry, and Commerce Celso Lafer said his government needs more time to
evaluate the impact of the devaluation on trade with MERCOSUR countries and wants to see if the
situation begins to stabilize.

Brazil holds bilateral consultations
Uruguayan President Julio Sanguinetti was the first MERCOSUR head of state to meet Cardoso
on Feb. 3, when he asked Cardoso to consider lifting restrictions on imports. Uruguay has already
moved to boost its own exports and to look for new markets. Port fees for exports have been lowered
and financing facilities will also be extended. Cardoso met with Bolivian President Hugo Banzer Feb.
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9 when they inaugurated a gas pipeline connecting the two countries (see NotiSur, 02/12/99) and
with Paraguayan President Raul Cubas Feb. 11.
Cardoso and Argentine President Carlos Saul Menem met outside Sao Paulo Feb. 12. After the
meeting, Cardoso said Brazil would drop subsidies on exports of some consumer goods to the
MERCOSUR countries, but the subsidies for capital goods will remain. "Our concern is to maintain
this flow of active trade between Brazil and Argentina," Cardoso said. "We have no interest in Brazil
reducing trade with Argentina." Menem and Cardoso also agreed to create a commission to monitor
bilateral trade flows and the effects of the sharp slowdown in growth following the devaluation of
the real. "At this moment we are not planning to put limits on trade," Cardoso said. "We are going
to monitor the situation and see what happens."
While Rodolfo Rossi, a former Central Bank president, welcomed the formation of a group to
monitor trade, he said allowing capital goods to continue to benefit from export credits weakened
the concession. "The main use of export financing is precisely capital goods, not consumer goods."
said Rossi. "For me, the partial elimination of Proex [Programa de Financiamiento a la Exportacion]
is no great advance." Rossi's picture of Argentina's economy in 1999 is grim. He sees the trade
surplus with Brazil changing to a US$1.5 billion deficit. The GDP is expected to contract by up to 4%
and unemployment rise by 5 percentage point to 17%, he said.
Meanwhile, Menem confirmed that Argentina would not impose quotas on Brazilian imports, a
measure which some Argentine business lobbies had demanded. Brazil's trade concessions are
more political than economic and will do little to stem the expected wave of exports to Argentina,
economists said. "After a devaluation of 40%, this is just an aspirin," said Enrique Mantilla,
president of the Camara de Exportadores de Argentina. He said Argentine exports to Brazil in 1999
are expected to drop between US$2 billion and US$2.5 billion.
Following the Cardoso-Menem meeting, Argentine industrialists said they expected Menem to
come back with greater concessions, such as eliminating subsidies on capital goods. "I was expecting
much more," said Alberto Alvarez Gaiani, president of the powerful Union Industrial Argentina
(UIA). The UIA wanted limits on imports from Brazil, which have increased under MERCOSUR
from US$1.2 billion in 1991 to almost US$7 billion in 1998, mostly in capital goods, automobiles, and
auto parts. Menem refused, saying it would destroy MERCOSUR.

Presidents remain optimistic
"MERCOSUR is not in danger," said Menem. "In the past few months of global crisis that has
affected our region, we have agreed with Cardoso that to confront the crisis more MERCOSUR is
needed. MERCOSUR must be made a priority to overcome this turbulence." The crisis does not
invalidate the integration progress, said Sanguinetti. He said several members of the EU had gone
through similar situations and this "didn't frustrate the integration process."
But Uruguay's former president Alberto Lacalle said the time is right "for a critical analysis of
MERCOSUR" to try to remedy what is not functioning correctly for Uruguayan interests. Brazil's
currency crisis and its effects on its neighbors underscore the need for MERCOSUR to grow beyond
a simple trading group, said Gustavo Laboissiere Loyola, former president of Brazil's Central Bank.
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A deeper fiscal relationship between MERCOSUR countries is needed that goes beyond being a
trade group and instead forges regional economic and monetary-policy planning, he said.
"The MERCOSUR countries need an agreement like the Maastricht agreement to ensure some
convergence in basic macroeconomic variables," Laboissiere Loyola said. The Maastricht Treaty
committed EU nations to a process that eventually led to the monetary union and adoption of the
common currency, the Euro. [Sources: Mercopress News, 02/02/99; Inter Press Service, 02/10/99;
Xinhua, 02/11/99; Spanish news service EFE, 02/12/99, 02/13/99; The Washington Post, 02/13/99;
Reuters, 02/12/99, 02/14/99; The Journal of Commerce, 02/11/99, 02/16/99; Clarin (Argentina),
02/11/99, 02/13/99, 02/16/99; El Nuevo Herald (Miami), 02/16/99; Notimex, 02/11/99, 02/13/99,
02/18/99]
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